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KEY ECONOMIC INDICATORS 
(All Values in Million U.S. $ 
Unless Ctherwise Stated) 


% Change % Change 
ITEM 1971 1972 1973 1973/1972 1971/1972 


INCOME, PHOVUCTION, EMPLOYMENT 


GxP at Current rrices 8,112 8,958 11,161 e 
GNP at Constant 1968 Prices 6,813 7,316 
Per Capita GNP, 1968 Prices (dollars) 372 398 
Commodity Production (000's of units): 

Coffee (60 kilo bags) (Oct-Sept) 

Crude Oil (Barrels) 78,101 71,674 

Cement (Metric Tons) 2,828 3,006 

Steel (Metric Tons) 2L8 275 
Indices (Snd of Year): 

Ave. Labor Productivity (1969=100) 106.0 109.3 e 

Avg. Industrial “age (1962=100) 120.8 122.he 
Personal Income 6,455 7,035 
Employment (000's) 5,073 5,830 
Avg. Unemployment Rate 10-14% 10-14% 


MONEY AND PRICES (End of Year) 


Money Supply 1,280 1,466 
Puolic Debt Uutstanding 2,780 3,139 3,300 p 
External vebt (Incl Govt Guaranteed) 2,239 2,539 2,619 p 
Interest Hate, Central cank 8-8.5% 8-8.5% 8-8 .5% 
Interest Kate, Commercial Bank 14-18% 14-18% 14-18% 
Price Indices: 1968=100 
worker Consumer 132.5 151.9 189.0 
Wholesale (Excl Food) 131.6 145.9 NA 
Average Dollar Excnange Kate 18.50 20.15 22.00 


DALANCE Of PaYMENTS ANY TRADE 


Gold and roreign sxchange eserves 256.3 
Balance of Payments 18.4 
dalance of Trade -233.4 
Exports, rus 696.0 
U.S. Share 253.3 
Imports, CIF 929.4 
U.S. Share 331.5 
Other Main Suvpliers: 
West Germany 85.5 
Japan 57.1 
Nnited “inedom 36.5 
Spain 31.9 
Italy 22.1 


Nain Exports to U.S. in 1972: Coffee, 2,678,398 60-xilo begs, U.S. $226.5; Sugar, 56,084 
metric tons, U.S. $24.9; Textiles, U.S. $22.0, 


Main imports from U.S. in 1972: Not Available. 
i/ Partial figures compared to same period or montn in previous year. p-preliminary; 
e~estimated. 


Sources: sank of the nepublic; National administrative Department of Statistics; Venter 
for Economic Vevelopment Studies, University of the andes. 





SUMMARY 


Colombia's economic performance in 1973 was 
highlighted by a healthy 7.5 percent growth rate 
and a serious 23.6 percent inflation. Both appear 
to be continuing in 1974. Construction and 
manufacturing were above the overall growth rate, 
with agriculture lagging behind and petroleum 
declining. Coffee, the principal crop, registered 
a record harvest and is headed for another in 1974 
as world coffee prices are high and expected to 
remain high. Oil production sufficient for internal 
consumption has o far spared Colombia the most 
serious effects of the energy crisis, but the 
longer term outlook is not very promising. 


The fiscal deficit declined last year as 
government investment expenditures were cut and some 
payments were postponedbeyond the end of the year. 
Revenue performance was again weak, especially in 
the area of income tax collections and total current 
revenues barely topped inflation. A similar 
performance is probable in 1974. Last year's 29 
percent growth in the money supply continues the 
inflationary momentum into 1974, with record export 
receipts, foreign reserve levels and central bank 
loan operations counterbalancing the reduced fiscal 
deficit. Liberalized import controls and other 
anti-inflationary policies may help restrain price 
increases. 


Colombia continues to receive substantial 
inflows of foreign economic assistance, although 
disbursements have been reduced as part of the 
fight against inflation. The World Bank and the 
IDB have replaced AID as the principal source for 
new loan agreements. In trade, export diversification 
policies achieved near parity between coffee and 
non-traditional exports in 1973 despite record coffee 





earnings. The U. S. ranks as Colombia's number one 
trading partner as both purchaser and supplier 

and apparently registered a significant 6 percentage 
point gain in its share of Colombia's import market. 
Colombia is participating in efforts by Latin 

American banana producers to band together and increase 
their export receipts. One of the country's export 
success stories, cut flowers, is the subject of a 
countervailing duty proceeding being conducted by the 
U. S. Treasury Department. 


Colombia has elected Alfonso LOPEZ Michelsen, 
the Liberal Party candidate, as its next President. 
Lopez campaigned principally on a platform of combatting 
inflation and improving income distribution. Though 
foreign investment remains sluggish, gradual 
clarification of the implementation of the Andean Pact 
Foreign Investment Code may revitalize Colombia's 
generally favorable investment climate. Stability, 
growth and other factors combine to present opportunities 


to interest U. S. investors and exporters. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Growth and Inflation: Preliminary data indicate 
that Colombia achieved a real growth rate of 7.5 percent 
in 1973 compared with 6.7 percent in 1972 and a 
6.2 percent rate over the past decade. There is some 
evidence that the population growth rate may have 
dipped below 3 percent. If so, real per capita growth 
hit a recent high of 4.5 percent or better. 


More attention, however, has been focused on 
inflation than on economic growth. In 1973 the combined 
consumer price index jumped 23.6 percent up from 
14 percent the two previous years. As in other parts 
of the world, food prices outstripped other items 


Cc 
A reputable private sector group has calculated the 
1973 growth rate at 7.0 percent. Often this group 


has proved more accurate than preliminary official 
estimates. 





included in the index. The market basket used in 
determining price changes has not been revised for some 
time and the official figures may actually understate 
the problem. 


Another high growth rate is predicted for 1974 
led by continuing strength in the export sector and 
in construction. Inflation also promises to maintain 
its momentum. The price index through March 1974 
had already increased 8.7 percent, compared to a 
6.4 percent intrease in the first quarter of 1973. The 
food portion of the index has risen 11.5 percent over 
the same period. 


Sectoral Performance: The manufacturing sector 
realized a strong 9.5 percent growth rate in 1973, 
duplicating its 1972 record. A breakdown of the 
sector is difficult, but apparently textiles and 
assembly industries performed well as did new housing 
fixtures and home appliances. The country's small 
steel industry and attendant metal working companies 
continue to face strong demand but are handicapped by 
the world shortage of ferrous scrap. 


Agriculture sector growth was hampered by a 
drought that ended in mid-1973. Its 5 percent growth 
represented only a slight decline from 1972 but a large 
portion of this growth may be attributable to 
coffee rather than to food items. In the face of 
worldwide food scarcities, extensive export controls 
were imposed late last year, including limitations 
on almost all agricultural exports except coffee. 

The same scarcities required Colombia to spend much 
more on food imports, and the system of food subsidies 
has continued to be a major inflationary drain on 

the government budget. This is especially true for 
wheat where the subsidy is estimated to: have 

cost the government U. S. $40 Million in 1973. 





Almost all the news about coffee is good for 
Colombia. Export earnings in 1973 were up 40 percent 
from 1972, despite a slight decline in volume, as 
a result of unusually high prices. A record crop of 
9.5 million bags expected in the current coffee 
year (Oct.-Sept.) and prices presently higher than in 
1973 should improve coffee's excellent performance. 


Given the current preoccupation with energy, the 
continuing decline in the petroleum sector is in 
unhappy contrast to coffee. Crude oil exports have 
apparently come to an end during the first quarter 
of 1974, and it may be only a few years before 
Colombia begins to import significant quantities at 
prices mch higher than those prevailing for domestic 
production. Early this year the government finally 
decreed a price increase for new production (existing 
production is unaffected) which may provide the 
incentive for increased exploration activity. Even 
so, any significant new production is at least several 
years off. An apparently important natural gas field 
discovered in the Guajira will likewise require several 
years to become operational. 


The constuction sector boomed to about a 20 
percent growth in 1973, more than recovering from its 
1972 slump. The mnovative constant-value savings and 
loan (UPAC) system, now a year and a half old, 
undoubtedly contributed to the increase. Construction 
is one of the main target areas of the government, 
partly because of its high employment ratio, and 
unemployment appears to have decreased at least in 
Bogota. Critics, however, point to the very high 
interest paid to UPAC depositors who receive a tax- 
free correction equivalent to the rate of inflation 
in addition to a nominal 5 percent interest, and maintain 
that UPAC has drained off investment from other sectors. 





Fiscal and Monetary Factors: The central 
government deficit for 1973 decreased by 15 percent 
from the previous year. Current expenditures grew 
at a normal rate, just slightly faster than the 
cost of living. Investment expenditures, however, 
regressed in real terms with only a one percent 
increase in current pesos. Thus development projects 
fell behind schedule and disbursements from 
international lending agencies were slowed from 
projected rates. To some extent the slow-down was 
illusory as some payments were merely postponed to 
January 1974. 


On the revenue side, performance was disappointing, 
Income tax collections which account for about half 
of total revenues grew by only 15 percent, or a 
significant decline in real terms. This poor showing 
is attributable not only to tax avoidance but also 
to the numerous tax exempt investments available in 
Colombia, particularly the UPAC's mentioned above. 
Another important drain on revenues is the long-standing 
system of tax credit certificates for most exports, 
equivalent to up to 15 percent of the export value. 
In 1973, a record year for exports, these credits 
amounted to 7 percent of total tax collections. 
Because indirect tax collections improved much more 
than direct taxes, the growth rate for total current 
revenues managed to exceed the rate of inflation by a 
mere 1.3 percent. There seems to be no reason to 
anticipate a significant improvement in 1974. Foreign 
borrowing to finance the deficit was only slightly 
below 1972 levels as the Government once again obtained 
extensive commercial bank credits. 


Just as a 25 percent increase in the money supply 
in 1972 contributed to 1973's nearly 24 percent 
inflation, the 29 percent money supply growth in 1973 
continues the inflationary momentum into this year. 
Although the budget deficit was reduced from 1972, 
expanded central bank loan operations and record export 
receipts increased foreign exchange reserves to well 
over $500 million, greatly expanding money available in 





Colombia. Early in 1974 the government announced 

the beginning of open market treasury operations in 
Colombia, something that had been recommended as a 
means to better manage the money supply. Import 
registrations were also liberalized, and import duties 
on more than 2,000 items were reduced. These and 

other anti-inflationary measures may succeed in slowing 
cost of living increases. 


Trade and Oil: Colombia's foreign trade 
increased dramatically in 1973, with Speers growing, 
on the basis of registrations, by 41 percent to 
$1.3 billion and exports growing on the same basis 
by 44 percent to $1.2 billion. On the export side, 
coffee earnings reached $600 million reflecting 
prices at the highest levels in many years. With 
coffee prices going even higher in early 1974, and 
with a record crop confidently predicted, prospects 
are excellent. Even more encouraging was the nearly 
50 percent growth in Colombia's non-traditional 
exports, that is, everything but coffee and petroleun, 
to $584 million. These exports nearly equalled 
coffee, fulfilling a major Colombian goal of diversifying 
its historical one crop export sector. Statistics on 
actual arrivals and departures, as opposed to 
registrations, will not be available for some time, 
but on the basis of foreign exchange payments and 
receipts Colombia ended the year with a trade surplus 
of $255 million. 


Much of the export growth reflects rising commodity 
prices and the outlook is for continued high levels 
at least in the near term.3 Crude oil exports, 


—————— 
The open market operations have, however, not yet 
been instituted and some question exists as to 
whether this step will actually be taken. 


Some observers estimate that 60 percent of the 
increase in exports was attributable to price 
and 40 percent to volume. 





however, have now ceased and only fuel oil exports 
will continue albeit at unusually high prices. 


Imports will also continue to grow in value 
because of relaxation of government controls and 
because import prices for many items ‘have also 
risen. (Colombia is not expected to have to 
import significant quantities of petroleum for at 
least a year or two). These trends will be 
accentuated by the continuing devaluation of the 
peso relative to the dollar, running at a rate of 
8-9 percent a year. 


Colombia continues to be a major recipient of 
economic assistance. In terms of total loans contracted, 
the U. S. through AID is still the biggest donor, 
concentrating on education, health, agriculture and 
urban development. Disbursements decreased in 1973 


to less than $70 million, partly because Colombia 
wanted to hold down disbursements as well as its own 
counterpart contributions as an anti-inflationary 
measure. 


Last year, however, was a turning point in 
assistance to Colombia from the point of view of new 
loans signed. The World Bank and to a lesser extent 
the Inter-American Development Bank agreed to new 
loans totalling almost $200 million. This means that 
for the first time the U. S. share of new multilateral 
loans was greater than the total new bilateral loans 
from the U. S. In addition to assistance loans in 
1973, Colombia borrowed over $100 million from commercial 
banks in,the U. S., Europe and Japan for budgetary 
support. 4 


Including both central government and decentralized 
agencies. 





IMPLICATIONS FOR THE UNITED STATES 


Bilateral Trade: Following several years of decline 
in the U. S. share of Colombian imports, the U. S. market 
share in 1973 recovered by 6 percentage points on the 
basis of import registrations. U. S. exports according 
to these figures came to $530 Million or about 41 percent 
of total import registrations. The U. S. enjoyed a bilateral 
trade surplus of almost $120 Million. This improved 
performance reflects the increased U. S. competitiveness 
resulting from the two dollar devaluations, and changing 
market conditions as, for example, in the case of wheat. 
It may be difficult to maintain this market share in the 
face of increased export promotion by other industrialized 
countries seeking to compensate for their skyrocketing 
energy import bills and the recent strengthening of the 
dollar against the currencies of competitive countries. 


The U. S. is Colombia's principal export market, 
with purchases concentrated in coffee followed by fuel oil, 
sugar, bananas and flowers. Coffee sales should increase 
as a result of higher prices prevailing thus far in 1974. 
Colombia foresees eventual overproduction of coffee stimu- 
lated by present low production levels, especially in 
Brazil, and by advances in the industry that can greatly 
increase yields per acre. It would like to see a new 
International Coffee Agreement negotiated to help control 
production and at the same time safeguard the earnings of 
producing countries. In the meantime, it is hoping to increase 
sales to non-traditional markets, mainly communist countries, 
to absorb some of its record harvest expected this year. 
Colombia has also agreed with other major coffee producing 
countries to retain 10 percent of its average exports for 
the past three years. 


Colombia is also participating in the formation of 
the Union of Banana Exporting Countries with Central America 
and Ecuador. One goal of the participants is to raise the 
price of bananas to compensate for higher costs of energy 
imports. Colombia is not as dependent on banana exports 
as are several other countries and does not face the problem 





of rising energy costs at least during the next several 
years. Colombia, therefore, has not been one of the 
prime movers in this effort. 


In March the U. S. Treasury Department initiated a 
countervailing duty proceeding on Colombian exports of 
cut flowers to the U. S. Exports have increased rapidly 
to about $8 Million in 1973, with carnations the principal 
variety shipped to the U. S. The basis for the proceeding 
is Colombia's export incentive program applicable to most 
exports except coffee and petroleum, consisting of tax 
credit certificates (CAT) equal to a percentage of export 
value. Colombian and Treasury officials have held technical 
talks on the matter, but the outcome has not been decided. 


International Relationships: Colombian initiative 
was an important factor in the stimulation of the two meetings 
early in 1974 of Latin American and Carribean Foreign 
Ministers with Secretary Kissinger in Mexico City and 
Washington D. C. Many of the subjects discussed were of an 
economic nature. Perhaps the most important of these to 
Colombia is trade. It remains very interested in the general- 
ized system of preferences contained in the trade bill which 
is under consideration in the U. S.Congress. If approved, 
this bill would provide for duty free entry into the U. S. 
for some products from less developed countries. 


Colombia plans to participate in the forthcoming round 
of multilateral trade negotiations to be held under the 
auspices of the General Agreement on Tariffs and Trade. 
Not yet a member of GATT, it has applied for provisional 
accession with the aim of later full accession. With Venezuela 
now a full member of the six nation Andean Pact, Colombia's 
geographic and economic position within the Pact is probably 
improyed. Trade within the area has been growing at a healthy 
rate, and Venezuela's entry could well stimulate increased 
growth. 


A New Government: On April 21 Colombians elected 
Alfonso LOPEZ Michelsen, Liberal Party candidate, their 
President for the next four years. He will replace the 
present Conservative Party President on August 7. As the 
final element of the country's unique National Front system 
of government, now being phased out, all non-civil service 
positions in the government will continue to be divided 
between the two parties during his term. 
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A former foreign minister, the President-elect promised 
during the campaign to work toward greater redistribution 
of income and has particularly criticized the present 
government with relation to Colombia's serious inflation. 
Among his proposals have been a wages and income policy and 
reduction of some of the subsidies now given to industry 
by the government. The UPAC system might well be modified. 
Of course, the new government's economic policies will 
only be fully defined once it is in power. 


Foreign Investment Outlook: Foreign investment has 
been sluggish for several years. One reason often cited 
was uncertainty over the application of the Andean Pact 
Foreign Investment Code. The Code only gained force of law 
in Colombia late in 1973. Later the government began to 
issue decrees defining Colombian implementation of some of 
the optional clauses in the Code. Some of the more 
restrictive provisions have been waived with regard to 
banking, marketing companies that only operate within Colombia, 
and extractive industries. Two of the more important decisions 
have been to retain a depletion allowance, which the Code 
would abolish, and to allow for modification of the Code's 
limitation on annual profit repatriation to 14 percent 
of investment. 


Apparently the future of the U. S.-owned International 
Mining Company, engaged in gold and platinum mining, is 
on the way to resolution. Private Colombian interests 
reportedly are buying a large portion of the company's 
operations. If this is finally approved, it should end 
the threat of IMC being expropriated, which would have been 
unusual in Colombia. The government recently negotiated 
the purchase of an oil refinery from Standard Oil of New 
Jersey, giving the state petroleum company control of almost 
all refining in the country. 


Colombia's continuing fayorable investment climate 
may attract new capital inflows as some of these uncertainties 
are cleared up. Large investments in such commodities as 
oil, gas, coal and nickel are possible. If other investors 
are interested in the Andean market or Colombia's growing 
domestic market, there are probably ample opportunities 
for them. 


U. S. exporters should be alert for trade possibilities 
in these potential investments. Although AID loans are not 
tied to imports, they can result in import possibilities 
resulting from the large foreign assistance flows in Colombia 
related to development projects. Finally, extremely high 
export earnings and foreign reserves in Colombia, and the 
need for more imports as part of the fight against inflation, 
should offer greatly expanded market opportunities. 
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